General Business Conditions 





HE business reports during June 

show that the indications of improve- 

ment which appeared in the middle of 

May were well-founded. Some ob- 

servers had feared that the slackening 
in the early Spring, which dropped the Federal 
Reserve index of industrial production from 98 
for March to 92 for April and May, marked.a 
major turn downward, but the rebound is proof 
to the contrary. The industries have been 
getting more orders, they have maintained 
operations better than is usually expected at 
the approach of Summer, and in some cases 
have increased their schedules. According to 
preliminary figures, the production index for 
June will be back near the March level. In 
July automobile assemblies and cotton mill 
operations will be curtailed, but orders on hand 
suggest that otherwise the Summer recession 
is likely to be less pronounced than usual. 

Evidently the Spring slackening was a mat- 
ter of minor adjustments, complicated by the 
war menace, the coal strike, and unseasonable 
weather ; and when these depressing influences 
lifted, business was in shape to regain the lost 
ground. Whether it will move on ahead to a 
more satisfactory level of course remains un- 
certain. The stock market has weakened, and 
commodity markets have been no more than 
steady, which shows that speculators and busi- 
ness men alike are moving cautiously. They 
recognize the difference between a rebound, 
after temporarily depressing factors are out of 
the way, and a cumulative upward movement, 
carried forward by a sound business situation 
and a spirit of confidence and enterprise; and 
evidently they are not counting upon the latter 
until they see it more plainly. 

It was to be expected that trade would im- 
prove with the weather, and that after the 
coal strike there would be not only a sharp in- 
crease in coal production, but a pickup in 
other lines where concern as to coal supplies 
had limited operations. Likewise, the strike 
in the Briggs body plant, which forced Chrys- 
ler to curtail, shifted some automobile produc- 
tion from May to June. These are factors in 
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the improvemént which will not be repeated. 
Moreover, part ef. the betterment is due to 
abatement of the war threat, and the danger 
of shock from that quarter is always to be con- 
sidered, as indicated by the renewed tension 
over Danzig. 

Nevertheless, the fact that the present level 
of business is well-supported has been demon- 
strated. While production was slackening, con- 
sumption has been sustained. Factory pay- 
rolls and farm incomes are larger than a year 
ago, and will buy more due to lower prices. 
The Government is supporting construction 
and relief work, and spreading purchasing 
power through its cash deficit at an average 
rate of $250,000,000 or more a month. Con- 
servative buying policies have kept the mar- 
kets orderly, commitments for merchandise 
and raw materials are low, and inventories in 
distributors’ and manufacturers’ hands pre- 
sent no troublesome problems. Monetary in- 
fluences are all of a kind to support business, 
and industrial costs, while high, are not rising, 

All this has been pointed out before, but is 
worth repeating because events have shown 
its importance. The conditions described pro- 
vide a base, without which there could not 
be much hope of improvement. 


Trade and Industrial Reports 


The steady movement of distribution and 
consumption is shown by the rise of railway 
freight car loadings to a new high for the 
year, and by retail sales that on the whole are 
good. Sales of household equipment are ac- 
tive, which is reflected in the orders reaching 
the electrical companies. The mail order 
houses are doing an exceptional business, with 
Sears, Roebuck reporting sales in the four 
weeks ended June 18 one-third larger than 
last year; and department store sales thus far 
reported make a better than normal compari- 
son with the May figures. 

Automobile sales during June have declined, 
and it is hard to say whether the drop is ab- 
normal or not, since the 1939 model season 
is being closed earlier than usual. Most manu- 
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facturers will wind up production in July or 
early August, and many will be under way with 
the 1940 cars by the end of August, according 
to present intentions. This early introduction 
of new models will be a supporting factor in 
many industries during the late Summer. 

Steel mill operations have had a contra- 
seasonal advance, reaching a 55 per cent rate 
in one week in June, and a further rise is ex- 
pected when mills get to work in earnest on 
new automobile steel. The rolling mills now 
have heavy backlogs of automobile orders, 
against which they are awaiting specifications, 
but orders in some other divisions are being 
worked down. With all the forward buying 
during the price-cutting in May, and the in- 
creased operations since, inventories appar- 
ently are not piling up. 

Mill sales of cotton goods improved sharply, 
beginning in late May. Distributors’ stocks 
were low, prices were unprofitably low rela- 
tive to cotton and labor costs, and manufac- 
turers’ stocks, particularly of print cloths, were 
large. The print cloth mills have finally agreed 
to curtail operations from an 80 to a 60 hour 
week for three months, and as this move ap- 
proached, buyers made a rush for the bargains. 
Thus stocks are spread more evenly. Cotton 
mills will not be giving normal support to 
business this Summer, but the situation in the 
Fall should be correspondingly stronger. 

Building contract awards during the forepart 
of June declined more than usual compared 
with the May level. The drop is chiefly in pub- 
lic work, showing that P.W.A. awards are 
moving toward completion. Actual construc- 
tion work holds up to previous levels and sales 
of building material manufacturers have picked 
up. The peak of P.W.A. employment will be 
reached at the end of July, according to the 
Administrator. 


Proposals for Federal Lending 


The President’s proposal for a new program 
of Federal lending has not so far affected the 
markets or business sentiment to any great 
extent. The program has not yet been reduced 
to a bill before Congress, it is not clear just 
how much extension of the present powers of 
the Federal lending agencies will be called for, 
and the detailed evidence relating to the vari- 
ous items has not yet been presented for public 
discussion. It is regrettable that the proposal 
will come up for action in the closing days of a 
crowded session, when the Congress may not 
be able to give it the study and debate that 
its importance warrants. 

The types of loans enumerated by the Presi- 
dent are as follows: (1) non-Federal public 
works; (2) highways and bridges; (3) pur- 
chase of railway equipment to be leased to 
roads; (4) rural electrification; (5) tenant 
farm purchases, rehabilitation, etc.; (6) foreign 
loans. The program would run two to seven 






years, varying in each field, and calls for a 
total of $3,060,000,000 of which $870,000,000 is 
intended to be disbursed in the fiscal year 1939- 
40. The total is exclusive of the previously 
proposed increase of $800,000,000 in the bor- 
rowing power of the U. S. Housing Authority. 


Self-Liquidating and Non-Competitive Projects 


In listing the projects the President has set 
forth two principles which are in themselves 
important and reassuring. The first is the re- 
quirement that the loans must be “in revenue 
earnings channels on a self-liquidating basis,” 
and the second is that they shall be “in no way 
competitive with private enterprise.” If these 
principles are followed in practice they will dis- 
pose of most criticisms. All business men and 
economists of all schools recognize that the 
problem of idle money and idle labor while peo- 
ple are in want is the greatest problem of the 
time; and many sincerely believe that the 
Government should make loans to put money 
and people to work. But the objection, and to 
a considerable extent the lesson of experience, 
has been that the loans made lead to losses 
and unproductive debt (i.e., become “spend- 
ing,” not “lending”) ; or that they add nothing 
to the aggregate of business and employment, 
because they compete with and drive out 
equivalent private enterprise. 

Thus the question at issue is a practical 
one, namely, whether there are in fact self- 
liquidating and non-competitive projects which 
cannot be privately financed. The testimony 
of practical men, expert in the fields where it 
is proposed to make the loans, is needed. 
Doubtless the situation is different to some 
extent in each of the six fields enumerated. 

In preserving the non-competitive character 
of lending, it should be realized that competi- 
tion may take two forms. Projects may be 
financed which compete with private indus- 
tries, or the Government lending agencies may 
compete with the existing capital markets, 
through which people invest their savings. If 
loans are made at artificially low rates, the 
temptation of municipalities and other bene- 
ficiaries to compete with private enterprise 
may become almost irresistible. To conform 
to the principle, the rates charged should be 
on a parity with or above those established by 
competition in the public markets, so that 
enterprises which can borrow in these markets 
will continue to do so. 


The Public Works Question 


The proposal to lend on self-liquidating 
public works is not a new one, and both Gov- 
ernment and private lenders have been looking 
for such projects for a long time. Most 
authoritative opinion holds that there are few, 
if any, of these projects which cannot now be 
financed, and usually at the lowest rates ever 
offered anywhere, as current quotations on 











the bonds of States and local Government units 
will show. The Assistant P.W.A. Adminis- 
trator, Mr. H. A. Gray, is quoted in the press 
as having said that self-liquidating projects 
are “too small in amount to have any construc- 
tion program based on them”. 

It is to be considered that bridges, hospitals, 
sewage systems and similar municipal projects 
must be either (1) on a fee or toll basis, so 
that they earn a money return on the invest- 
ment, or (2) approved by the taxpayers who 
must contract to bear the operating costs and 
repay the loan. Projects of the first type are 
always in the minority, and those which yield 
no money income and entail additional expense 
may not be wanted if the community is already 
over-taxed. A portion of the 45 per cent P.W.A. 
grants have been voted down by communities 
because the latter preferred not to have them 
even at 55 per cent of their cost. 

Toll roads are among the projects proposed. 
The Bureau of Public Roads in April made a 
comprehensive report upon the proposal for 
super-highways across the country, which 
shows that upon the basis of traffic expected 
in 1960 they would have a revenue less than 
half of their annual costs. The report sug- 
gested that experiments might be made with 
shorter toll roads in the crowded seaboard 
States, but made no positively favorable 
recommendation. 


Railways and Foreign Loans 


The most natural area for the use of Gov- 
ernment credit or guaranties is that in which 
the credit risk is influenced largely by Govern- 
ment policies. The railroads constitute such 
a field, and could use credit. The Government 
regulates the railroads; it controls their rates 
wholly and their expenses to a considerable 
extent, through labor laws, taxes and regula- 
tory requirements. It may be argued that this 
gives Government a responsibility for the 
financial condition of the roads, and it also has 
a responsibility to the people. If a shoe factory 
is unsuccessful and closes, people can buy 
shoes elsewhere, but if railroads are allowed 
to run down and cannot buy equipment the 
public cannot turn elsewhere for transporta- 
tion. These are reasons, which do not exist 
for other industries, why the Government 
might guarantee or make loans for railway 
equipment purchases, even at a greater risk 
than fiduciary institutions can properly take. 
Of course the stronger roads, in position to 
put in money of their own to bear the first risk, 
can finance their purchases at low rates in the 
market. However, there are cases of poor 
roads which could use new equipment profit- 
ably and would like to buy it, and would be 
able to borrow for the purpose if they were 
given Government backing. 

Of foreign loans it can also be said that 
Government policies greatly affect the credit 
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risk; to be sure, the policies of other Govern- 
ments as well as ours. Under the unsettled 
conditions now existing private enterprise can 
hardly be expected to make any substantial 
foreign loans, and heretofore Congress, by 
limiting the Export-Import Bank to $100,000,- 
000, has taken the view that loans by the 
Government also should be small. The pos- 
sible advantages to trade justify careful ex- 
ploration of the possible uses for larger sums. 


The “Double Budget” 


In addition to the limitation to self-liquidat- 
ing and non-competitive loans, a third impor- 
tant feature of the President’s proposal is in the 
method of financing, which carries farther 
than heretofore the principle of the “double 
budget.” He would have the Federal agencies 
finance themselves entirely by direct borrow- 
ing in the market; the Treasury would guaran- 
tee the obligations, and therefore have a contin- 
gent liability, but the transactions would be 
wholly excluded from the budget. Of course 
the agencies have borrowed directly in the 
past, and still do; but this has been mainly in 
connection with emergency lending programs, 
and it has not been considered a permanent 
practice. However, the proposed program 
would run up to seven years, and adoption of 
the direct financing method for so long a period 
is a significant change. 

The “double budget” has been known else- 
where, but in this country the tradition has 
been that total receipts and disbursements of 
the Government should be consolidated in a 
single budget. When this practice is followed 
everyone knows what the Government is 
spending, without underestimating it because 
of lack of knowledge of agency operations or 
over-optimistic appraisals of agency assets. 
This has traditionally provided a check on 
expenditures, and assured that, whatever they 
may be, they are carried on with full public 
knowledge. On the other hand, experience 
with the double budget in other countries has 
proved in many instances that it can leave the 
public in the dark as to the true Treasury con- 
dition, that the restraint on extravagance is 
weakened, and that the practice may lead toa 
bitter awakening when agency losses, not 
having been provided for, have to be made 
good. 


In conclusion, it remains to be said that the 
President’s proposal, like all others aimed to 
stimulate spending and investment simply by 
providing new credit facilities or adding to the 
supply of money (see the subsequent article on 
“The Townsend Pension Theories”) naturally 
omits other fundamental factors. 


The lesson of recent years is that additional 
credit facilities will not of themselves bring 
recovery. This country has all the lending 
agencies that it had in 1929, and more. The 
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real question is what will promote equity in- 
vestment, and the emphasis belongs on the 
costs of doing business, taxes, Government in- 
terventions, and other non-monetary factors. 
It is sound reasoning that before accepting 
continuing Government lending and spending 
as a necessary charge in the future, an effort 
should be made to correct the maladjustments 
which are holding back private initiative and 
enterprise. 


Money and Banking 





Of interest to the money market was the 
action by the Federal Reserve Banks in the 
final week of June in reducing their open mar- 
ket holdings of Federal securities by something 
over $13,000,000. This change, while small, was 
noteworthy in that it was the first alteration 
of any consequence in the sum total of this 
account since 1937 when the holdings were 
increased. The decline last month was wholly 
in the System’s holdings of Treasury bills, and 
was explained officially as follows: 


This action is in response to technical conditions in 
the bill market and does not represent a change in 
general credit policy. 


It will be recalled that late last year the 
System’s open market investment committee 
gave notice that the System’s open market ac- 
count might at times show some fluctuation, 
depending upon conditions in the market af- 
fecting the committee’s ability to replace Trea- 
sury bills maturing in portfolio. For several 
weeks Treasury bills have been selling at, or 
practically at, par, and recently it became im- 
possible for the System to replace fully its bill 
maturities except on a no-yield basis. Rather 
than compete for bills on these terms, the Re- 
serve authorities concluded to allow the bill 
portfolio to run down somewhat. In view of 
the immense amount of surplus funds, and 
the assurances given that no change of basic 
policy is contemplated, no effects of conse- 
quence are anticipated. In fact the action is 
welcomed as lessening one element of artifi- 
ciality in the Treasury bill market. 

The inflow of foreign capital, which had tap- 
ered off in the latter part of May, subsided 
further in June and for a time during the fore- 
part of the month a modest repatriation of 
private foreign capital appeared to be taking 
place. Later, however, the crisis in the Far 
East and renewed tension in Europe reversed 
this movement. Gold imports for June, includ- 
ing metal earmarked, approximated $200,000,- 
000, a considerable decline from the rate of 
preceding months, but a rate still well in excess 
of two billion dollars a year. With the new 
additions from abroad, and the home produc- 
tion, Treasury gold stocks were lifted to a new 
peak above $16,000,000,000. 

Commercial bank reserves showed little 
change, the influence of gold being largely off- 
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set by other money market operations. Surplus 
reserves of the member banks averaged some- 
what under the peak-of $4,300,000,000 reached 
in May. 


Gold and Silver Legislation 





Rivalling in interest the Administration’s 
new spending-lending program was the action 
taken by the United States Senate in June in 
voting to terminate the Executive authority to 
devalue the dollar; also to raise the price paid 
by the Treasury for domestic silver, and to 
discontinue the purchase of foreign silver. The 
occasion for Senate action was the introduc- 
tion of the Administration’s new monetary bill, 
already passed by the House, proposing to ex- 
tend certain emergency powers, granted in 
earlier legislation, and due to expire June 30, 
1939, unless acted upon. These powers in- 
cluded the right to devalue the dollar from the 
present level of 59.06 per cent of its former gold 
value down to 50 per cent, the right to pur- 
chase domestic silver at a price above the world 
market, and the authority to continue the $2,- 
000,000,000 Stabilization Fund. While accept- 
ing continuance of the Stabilization Fund, the 
Senate voted to end the authority for further 
devaluation of the dollar, and instead of leav- 
ing the price of domestic silver to the Admin- 
istration, to fix it in law at 77.57 cents, as 
against 64.64 cents heretofore. The silver 
party’s demands began with a proposal by 
Senator Pittman to fix the domestic price at 
$1.29 per ounce, the original coinage value at 
the bimetallic ratio of 16 to 1. This being voted 
down, he renewed the motion with the price 
at $1.16, which also was defeated, and finally 
at 77.57, which was adopted. 

Senator Thomas, of Oklahoma, moved to in- 
corporate his favorite proposal for a currency 
issue, this time for $2,000,000,000, which was 
voted down, and then to order $1,500,000,000 of 
the Stabilization Fund placed in the Treasury 
for general use, also voted down; and finally 
to order the Treasury to stabilize the dollar in 
terms of commodity prices at the 1926 price 
level, also defeated. 

The Senate votes on these proposed amend- 
ments varied, but showed substantial majori- 
ties for a coalition of Senators seeking a higher 
price for domestic silver and those seeking a 
discontinuance of foreign purchases and dis- 
continuance of the President’s power to de- 
value. 

The Conference Committee, formed to recon- 
cile the differences between the Senate and 
House action on the bill, agreed to restore to 
the President the power to devalue the dollar 
and to continue foreign silver purchases, but 
to peg the price of domestic silver at 70 cents 
per ounce. These changes, however, must still 
be agreed upon by both houses of Congress. 
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The Gold Case—Pro and Con 


The presentation to Congress of the question 
of extending the executive power to devalue 
has given rise to widespread discussion of the 
problem of stabilization, both in Congress and 
elsewhere. Perhaps the most useful summary 
of the case both for and against extending the 
authority to devalue that has appeared may be 
found in the Report of the Senate Committee 
on Banking and Currency (Senate Report No. 
591), which accompanied the introduction of 
the monetary bill now before Congress. 

The Majority Report of the Committee em- 
phasized the state of monetary and political 
confusion existing throughout the world and 
took the position that “recurrent political crises 
and the danger of further political crises, and 
war, make it impossible at the present time to 
work out arrangements for definitive stabili- 
zation of currencies.” Reference was made to 
a possible danger that other countries might 
depreciate their currencies in order to capture 
a larger share of world trade, and it was pointed 
out that the governments of the other principal 
countries of the world had authority to take 
action at a moment’s notice. 

Stress was laid upon the detrimental effect 
on commodity prices and export trade that 
may result from the competition of countries 
with depreciating exchanges; also upon the 
ability of the Government to persuade and 
negotiate more effectively with other countries, 
if the right to devalue, possibly in retaliation 
for offensive action by rival countries, was held 
in reserve. 

For the Minority Report, Senator Alva B. 
Adams, of Colorado, summarized the argu- 
ments opposed to the monetary bill both ably 
and effectively. “Devaluation,” he asserts, “is 
an evidence of weakness, not of strength.” 
Since the purpose of the Stabilization Fund 
is to stabilize the value of the dollar, the mone- 
tary bill is inconsistent in extending the devalu- 
ation clause, the purpose and effect of which 
“is to unstabilize the dollar and to make it an 
uncertain and changeable standard of value.” 

Senator Adams points out that the United 
States held its currency steady through a round 
of devaluations in the early ‘twenties, and ob- 
serves that while “there may be no connection 
between this fiscal policy and the fact that the 
United States recovered more rapidly at this 
time from the depression than any nation in 
the world, at least it demonstrates the fact 
that devaluation was not essential to recovery 
or maintenance or expansion of our export 
trade.” 

As to the effects of the last devaluation of 
the dollar, the Senator states that not only did 
it not result in an increase in export prices 
commensurate with the devaluation, thereby 
permitting foreigners to buy our goods at less 
cost than before, but it enabled foreigners 
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Owing money to American creditors to liqui- 
date these obligations for 59 per cent of the 
former value. 

_ And, finally, he asserts that devaluation, as 
it ultimately works out, lays its heaviest bur- 
den upon those who work for wages or salaries 
or any form of fixed compensation, the real 
value of which is reduced; upon the millions 
of bank depositors, owners of life insurance 
policies, and other savers who are paid off in 
devalued dollars, and upon educational and 
charitable institutions of all kinds which re- 
ceive their income in the same depreciated 
money. 

In a discussion of the stabilization problem, 
it should be recognized that there has been no 
criticism of the manner in which the Treasury 
has handled the administration of the powers 
entrusted to it by the Gold Reserve Act of 1934. 
On the contrary, there has been general recog- 
nition that the powers have been ably handled 
in the public interest. 

It becomes then a question of weighing the 
advantages to be gained from having a trading 
power in reserve in our negotiations and rela- 
tions with other countries with respect to 
monetary policy, as against the advantages 
which would come from fixing a definite value 
for the currency and removing that element of 
uncertainty. 


The Strength of Our Position 

In this connection, it is pertinent to give con- 
sideration to the enormous strength of our 
position. Five years ago when the dollar was 
devalued, our gold stocks amounted to $4,033,- 
000,000; now they amount to over $16,000,000,- 
000, and the balance of payments, including 
capital movements, is running strongly in our 
favor. With well over half of the world’s 
monetary gold, and the amount increasing 
steadily, the monetary system of this country 
is almost impregnable to attack. Moreover, it 
is to be considered that the public mind in all 
countries has a better understanding of ex- 
change problems than in the early years of 
currency confusion, and a clearer perception 
of the danger of competition in the exchanges. 
All governments know that that kind of com- 
petition leads to chaos and that every step is 
perilous. They have learned that the apparent 
gains last only while one’s own currency is 
depreciating faster than rival currencies, which 
means that it will be the first to reach zero. 
The response to the Tri-partite Agreement was 
prompt and reassuring and mutual confidence 
has been stronger since. The important coun- 
tries have too much at stake in international 
trade to deliberately sabotage the exchanges. 
A common standard of value is one subject 
which concerns all nations. And this country 
is once more in a position to assume leadership. 

It is evident that one of the things that busi- 
ness most needs is to be relieved of fear and 
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uncertainty. Uncertainty as to the basic value 
of money in which all business is conducted im- 
pairs confidence and is a deterrent to recovery. 
History provides many examples of how busi- 
ness has gone ahead when doubts about money 
have been set at rest. There was, for instance, 
the rapid recovery in this country after the 
resumption of specie payments in 1879, and 
again in 1896, following the settlement of the 
money question in that year in favor of gold. 
More recently, may be mentioned the renewal 
of confidence following England’s return to 
the gold standard in 1925, and still later the 
experience of France in 1928 when with the 
writing of the stabilized franc into statute 
law, confidence, which had been gaining over 
the period of de facto stabilization, was fully 
restored. 

Over the past five years we have maintained 
a fixed gold price and stable currency, and 
everywhere this has been recognized as a sta- 
bilizing influence. The dollar has been the 
basing point for other currencies, without 
which there would have been almost complete 
currency chaos. Nevertheless, the existence 
of the power to devalue has been a continuing 
factor of uncertainty. Recurrent rumors that 
the dollar would be cut, or raised, have given 
spells of “jitters” to the business world, and 
the Secretary of the Treasury has felt called 
upon to deny them. Such rumors have had 
unsettling effects upon business, and have 
benefitted only speculators in foreign ex- 
change. 

And, finally, it should be borne in mind that 
currency devaluation is the same as raising the 
price of gold. Not only would a further devalu- 
ation increase the quantity of our gold imports 
which already have been embarrassingly large, 
but would “write up” the value of the gold now 
in our reserves. Furthermore, it would give 
additional stimulus to gold production in all 
countries. It would thus accentuate the prob- 
lem recognized by Secretary Morgenthau a 
few months ago in a letter to Senator Wagner 
when he said that “we would like to receive 
less gold, and even to get rid of substantial 
amounts of the gold we already have.” 

The potentialities of dangerous credit infla- 
tion exist in this $16,000,000,000 of gold re- 
serves. This is four times the reserves upon 
which was built the credit structure of 1920-29, 
of which the people of this country have costly 
memories. 

The Action Upon Silver 

It is to be regretted that the action of the 
Senate upon gold should be coupled with a 
higher price for silver purchases. However, 
the amount involved is small in comparison 
with the costs of silver legislation in the past, 
and, providing the ban on foreign purchases 
holds, the expenditures will be confined to this 
country. 


If the publicity given to the legislation 
leads to wider knowledge on the part of the 
public of the enormous waste of public money 
on silver in over sixty years of legislation, it 
may be worth the cost. The effort to raise the 
price of silver, first to $1.29 per ounce and then 
$1.16, invites the comment that except at the 
time of the World War, the market price has 
been below $1.00 for more than fifty years, 
and the action of the Senate has already low- 
ered the price of foreign silver to 38 cents. 


The Silver Purchase Act of 1934 declared 
it to be the policy of the United States to main- 
tain gold and silver in the monetary stock 
in the ratio of $3 of gold to $1 of silver, and 
directed the Secretary of the Treasury to ac- 
cumulate silver until this ratio was established 
or the price of silver reached $1.29 per ounce. 
At the time the act was passed 3 to 1 ratio 
required an addition of approximately 1,333,- 
000,000 ounces of silver. After five years of 
continuing purchases, amounting in all to 
approximately 2,100,000,000 ounces, at a cost 
of $1,160,000,000, the quantity of silver re- 
quired on June 30, 1939, was approximately 
1,410,000,000 ounces, or more than when the 
program was begun. This failure on the part 
of silver to “catch up” was due to increasing 
importations of gold, which came voluntarily. 
About 80 per cent of the purchases were of 
foreign silver. If the Senate sticks by its guns 
these purchases will cease. 


After five years of trial, the silver purchas- 
ing program has definitely failed to accomplish 
any of its purposes. It has not raised com- 
modity prices in this country, or even raised 
the price of silver in world markets, except as 
the United States took all silver offered for 
the express purpose of raising the price. It 
has not increased our trade with the “hundreds 
of millions of Asia,” as confidently predicted. 
It has not induced other countries to enlarge 
their use of silver as money, but, even more 
disappointing to the hopes of silver advocates, 
it has forced the one silver-standard country 
to abandon the silver standard. The results 
were summed up by Chairman Marriner S. 
Eccles, of the Federal Reserve Board, when 
invited to give his opinion before a Congres- 
sional inquiry on silver legislation. Speaking 
of himself as a citizen of a silver-producing 
State (Utah), Mr. Eccles contrasted the pres- 
ent state of silver with that of the period be- 
fore the present policy was adopted, when 
silver was an important item in our exports 
(now no more). He pointed out that the 
United States was now “practically the only 
silver market in the world,” and added: 


“There is no particle of argument from a monetary 
or economic standpoint to justify our continued pur- 
chases of foreign silver. 

... the foreign silver purchase program does more 
in my opinion to ultimately destroy the domestic silver 
industry than anything else I know.” 
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Statement by the Chairman of the Board of 
The National City Bank of New York before 
the Senate Banking and Currency Committee, 
June 15, 1939. 


During recent weeks Congress has been con- 
ducting hearings before the Senate Committee 
on Banking and Currency on the Mead-Allen 
bill providing for government insurance of 
bank loans to small and intermediate size bus- 
iness. As provided in this bill, the Reconstruc- 
tion Finance Corporation would be authorized 
to insure to the extent of 90 per cent individual 
loans up to $1,000,000, which would run for 
periods of one to ten years. During the course 
of this inquiry, testimony has been heard from 
bankers, government officials and others as to 
the need for additional facilities for supplying 
credit and capital to this class of business. 
Various proposals have been made, including 
that of Chairman Eccles of the Federal Reserve 
Board for the setting up of an “industrial loan 
corporation” within the Federal Reserve Sys- 
tem which would not only insure loans to 
business, but likewise supply long-term funds 
to small and medium size firms through pur- 
chases of their obligations or preferred stock. 

In approaching the question of the need for 
additional credit for small business, it was 
clearly desirable for the Committee to have 
first hand information from bankers who have 
experience in lending and who are in a position 
to know the credit needs of business. Accord- 
ingly, at the suggestion of the American 
Bankers Association, James H. Perkins, Chair- 
man of the Board of Directors of this Bank, 
and other bankers, have appeared before the 
Committee to present their views and to sub- 
mit data showing the extent to which their 
respective institutions were serving the needs 
of clients, especially the smaller concerns. In 
view of the wide-spread interest in the subject, 
we have felt that a full reproduction of Mr. 
Perkins’ statement would be valued by our 
readers. 














Mr. Perkins’ Statement 


“Because we are a large New York City bank 
I suppose people think of us as concerned 
primarily with big business, whereas the fact 
is that most of our customers are relatively 
small. In addition to our head office we have 
in New York City seventy-two branches, each 
of which operates as a country bank in its 
own community. In other words, the manager 
in charge is supposed to know the conditions 
in his neighborhood and its financial needs 
and try to meet them. It is for this reason that 
97 per cent of our deposit accounts, or over 
600,000 accounts, are in amounts of $5,000 or 
less, and average only $300 apiece. We are 
making loans to over 330,000 different borrow- 
ers. It is probably not far from the truth to 





say that one in every ten or twelve people in 
New York City does business with us in one 
way or another. 


Our Loan Experience 


“Let me try to tell you very simply and brief- 
ly about our experience in making loans espe- 
cially to the small business man. Our lending 
experience may be classified under three sep- 
arate headings. 

“1. Recutar Loans — Heap OFFICE AND 
BrancHes. The first of these is the regular 
loan facilities which we offer through our head 
office and domestic branches. On June 1, 1939, 
our total loans of this sort amounted to $327,- 
000,000, loaned to 6,178 customers. If you take 
out of them $67,000,000 which was loaned to 
stock exchange firms and dealers, it leaves 
$260,000,000 loaned to just over 6,000 customers 
for business and individual needs. Of these 
6,000 customers, 91 per cent were borrowing 
amounts of $50,000 or less. The total dollar 
amount of this group is approximately $33,- 
000,000. So you see that in terms of number 
of customers the relatively small loans pre- 
dominate. 


“2. Term Loans. The second class of loan 
which is included in the above total but de- 
serves separate mention is our so-called term 
loans. While banks have for many years been 
lending to customers for longer periods than a 
year, this practice has in recent months re- 
ceived more study, and banks are now making 
much more largely what are called term loans, 
that is, loans with maturities running from 
one up to five years, and in some cases ten 
years, with amortization payments to pay off 
the loan in whole or in part. We now have on 
our books more than $65,000,000 of these loans. 
One may think of them as in some degree 
capital loans. They have been used to retire 
outstanding debt, to purchase machinery or 
equipment, or finance improvements of one 
kind or another to be paid out of earnings. 
I believe the amount of such loans should be 
limited in relation to our total assets. 

“3. Prrsonat Loans. In 1928 The City Bank 
decided to set up a special department for 
caring for the needs of the small borrower. 
With the intimate contact with the people of 
the city given us by our 72 branches it was 
felt that if a small loan business could be 
successfully carried on it would be good for 
our branches and help a large group of people, 
many of whom had been driven by circum- 
stances into the hands of loan sharks. 

“Since that time our personal loan depart- 
ment has made in the neighborhood of one and 
a half million small loans in a dollar amount 
of $438,000,000. Today we have on the books 
about 325,000 of which we estimate that about 
30,000 are to small business men. These loans 
range from two or three hundred to two or 
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three thousand dollars. As the volume of 
our small loans has increased and our handling 
of them improved we have reduced the cost 
to the borrower who now pays an effective 
rate of 6 per cent. 

“In addition to these figures our personal loan 
department is making a substantial amount of 
loans on time contracts, that is to enable 
people to buy washing machines, refrigerators, 
and other household goods. 


Other Banks Doing Similar Service 


“I cite these facts about our own operations 
simply to illustrate that a great deal is now 
being done for the small business man in our 
community, and it is my information that 
other banks in all parts of the country are 
carrying forward somewhat similar services, 
so it is a mistake to say that the small business 
man is neglected. 


Are Other Borrowers Without Needed 
Credit Facilities? 


“But you may well raise the question whether 
besides these people whom we and the other 
banks have been serving there may not be a 
large number of business men who are not re- 
ceiving the credit facilities they require. One 
way of testing this question is to examine the 
loans declined. 


Loans We Have Declined 


“Tt is well known that all banks have been 
holding large amounts of excess funds which 
they are extremely anxious to employ. As 
one way of making sure that all of our staff 
were making all the loans they could our 
executive committee has asked the officers to 
report to them every week the loans which 
the officers have declined. I have had an 
analysis made of these loans declined in the 
year from the middle of May 1938 to the 
middle of May 1939. These figures are exclu- 
sive of the personal loan department and loans 
by foreign branches. In this whole year 219 
loans were declined. In twenty-seven of these 
cases the conversations did not reach the point 
where definite amounts were mentioned, but 
in the other 192 cases the total of the loans 
rejected was $16,979,000. These applications 
ranged in size from participations in term 
loans to large national concerns down to a 
$200 loan to an individual who wished to 
market artificial fish bait. 

“For the purpose of comparison, I might 
mention that if we had made all the loans 
which were declined and all were still out- 
standing, the total amount of our loans out- 
standing would be increased by less than 5 
per cent. 

“While these figures alone suggest very 
clearly that there is no great unsatisfied demand 
for credit, that conclusion is even clearer when 







one examines the character of the loans de- 
clined. They may be classified into the fol- 
lowing groups: 
Number of 
Applicants Amount 


Group 1. Refinancing proposals or 
cases in which borrower 
could obtain financing else- 
where 


Group 2. Speculative or promotional 
loans 15 


Group 8. Poor character or poor 
financial condition ...........0 107 


Group 4. Insufficient collateral or 
credit standing for amount 
requested, or poor earnings 
available to retire long term 
ROERUNOONINE ssvccscsncectsaasentasdansesh 23 


192 $16,979,000 
“It is my judgment that there were very few 
cases included in this list which would be 
considered suitable loans either under the 
terms of the Mead bill or under the arrange- 
ment suggested by Chairman Eccles when he 
appeared before your committee. In fact, I 
may say that the analysis that we have made 
currently of these loans declined has been 
very reassuring to me as indicating that our 
bank is performing its social obligation to meet 
the legitimate credit needs of the community 
in which we operate. 


he 


7 $7,589,000 





2,377,000 





2,424,000 


4,589,000 


Survey of Districts 


“We have taken still one further step in our 
desire to make sure that our institution is 
neglecting no reasonable opportunity to extend 
credit. We have recently formed a special 
committee independent of the usual operating 
officers to make a comprehensive sample sur- 
vey of the businesses in a number of our 
branch districts to find out whether there are 
any businesses which could properly use credit 
to whom we have not made our facilities avail- 
able. It is a little early to draw final conclu- 
sions on these surveys, but so far they have 
not uncovered any considerable neglected field 
for making loans. You will understand that 
in all of our branches it is not our practice to 
sit back and wait for prospective borrowers 
to come to us, but the active officers of each 
of our branches are constantly visiting the bus- 
iness men in their regions to seek to discover 
ways in which they can be of service. 


R.F.C. and Federal Reserve Experience 


“Additional evidence as to whether business 
needs for credit and working capital are being 
met is, I believe, to be found in the experience 
of the R.F.C. and the Federal Reserve banks 
in making business loans. Some of our people 
have been in pretty close touch with what 
these agencies are doing in our district, and 
we can testify, as perhaps they would hesitate 
to do, that in our judgment they have been 
following a vigorous, painstaking, but liberal 
policy in seeking to meet every legitimate de- 
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mand for credit not covered by the ordinary 











bank lending facilities.* 


Personal Experience with Lending 


“One final comment I should like to make on 
lending policy. I have had a good many years’ 
experience in making loans and in watching 
the results over a period of years of all kinds 
of lending, and that experience leads me to 
believe that many of the people who are most 
anxious to borrow money and who make the 
most noise about it, and who, if they are not 
satisfied at their own banks, are most likely to 
make vigorous appeals to Congress and other 
agencies of government, are people who are 
visionary and impractical or inexperienced. It 
is no favor to a large number of these people 
to loan money freely to those who are un- 
businesslike, for the result is simply to get 
them in debt up to their necks, and they are 
never able to get out. They simply add to the 
long list of business failures and personal 
bankruptcies. Every business man knows his 
toughest competition comes from an incompe- 
tent rival who does not know his costs. Sub- 
sidizing that kind of competition makes things 
harder for the business man who is doing a 
good job. The best favor you can do both to 
the borrower and the business community is to 
compel the would-be borrower to submit his 
case to a thoroughly experienced lending 
officer who is trained in these matters, and 
who has the judgment to make loans in relation 
to the capacity of the borrower to repay the 
loan. The idea that the way to prosperity is to 
make it easy for people to get into debt does 
not stand the test of experience.” 


The Townsend Pension Theories 





The Townsend pension plan, after being be- 
fore the Ways and Means Committee of the 
House of Representatives four years, was re- 
ported last month in modified form, without 
recommendation. The vote of the House, 97 
for, 302 against, indicates that early reports of 


*In 1934 both the Reconstruction Finance Corpora- 
tion and the Federal Reserve Banks were given broad 
powers to make loans to business for as long as ap- 
proximately five years (in the case of R.F.C., later 
extended to permit any maturities in its discretion) to 
provide for those cases in which the loans were re- 
fused by the banks. Since that time they have exer- 
cised these powers vigorously and in good faith through 
the 31 loan agencies of the R.F.C. and the 12 Federal 
Reserve Banks, with their 24 branches. Nevertheless, 
at the end of April these two agencies had outstanding 
only $128,000,000 of loans, or less than 1 per cent of 
the total loans of the commercial banks of the country. 
It should be remembered, moreover, that these agencies 
are making longer term loans than the ordinary bank 
usance and that they are in many cases deliberately 
taking longer risks than commercial banks could 
afford to take. In fact the Federal Reserve Bank of 
New York in its Monthly Review for last August 
states that a number of the concerns to which it made 
loans have failed, and concludes that “in general, the 
experience of this bank with this type of loan indicates 
that the income received, even at rates as high as 6 per 
cent, is not adequate to cover expenses and losses.” 


July, 1939 


‘RAR A a TTL a 
rr 


support were exaggerated, or that enthusiasm 
had waned. However, the theories have an 
appeal to human nature, and the plan is not 
the only manifestation of them. 

The pensions were to be financed by a general 
tax on sales transactions, including wage-pay- 
ments by employers and wage-disbursements 
by employes. A sales tax is not a novelty, but 
much, of course, depends on the rate and scope 
of the levy. Dr. Townsend had planned for a 
pension of $200 per month for every person 
who had reached the age of 60 years, and esti- 
mated that 3 per cent on all business transac- 
tions would pay it. The Ways and Means 
Committee estimated the number of eligibles 
at 8,000,000 to 10,000,000. Two hundred dollars 
per month would be $2,400 per year, and 10,- 
000,000 pensions would call for $24,000,000,000 ; 
8,000,000 pensions $19,200,000,000. Even the 
latter sum would be approximately twice the 
total budget estimate for 1938-39, including its 
prospective deficit. 

Facing these figures, the Committee decided 
to lower the tax rate, at the expense of the 
pension; also to make two tax rates, viz: % of 
1 per cent on wholesale transactions and 2 per 
cent on retail transactions. Inasmuch as con- 
sumers buy almost wholly at retail, they would 
pay both levies, or a minimum of 2% per cent 
on purchases, but often more. 

With the tax-rate reduced, $200 per month 
was ruled out, at least at the start, and esti- 
mates of actual yield ranged from $60 down to 
$25. Dr. Townsend, however, expressed con: 
fidence that, once the plan was in action, both 
volume of business and size of the pension 
would rapidly increase. 


Speeches on the Plan 


The speeches in the House dwelt in the main 
upon the needs of the pensioners, but agreed 
that the purchasing power of even the amended 
plan would lift the nation out of the depression 
and establish permanent prosperity. It is prob- 
able that Congressman Hendricks, of Florida, 
author of the pending bill, voiced the belief of 
those who voted with him, when he said: 


This measure is not simply a taxation and pension 
plan. It is essentially a national recovery plan, or it 
is nothing. * * * It is our hope that with the spending 
of this money and with the resulting new purchasing 
power, with the factory wheels turning and industry 
humming, the remaining millions of unemployed can 
get jobs and the government relieved of this problem. 

The speakers pictured a flowing stream of 
“purchasing power” driving the “whirling 
wheels of industry” so vividly that a sympa- 
thetic reader is almost swept off his feet. All 
the illusions and delusions from which man- 
kind has suffered have been propagated by word 
pictures like this. 

There were vague suggestions of a “new or- 
der” of money distribution—a “revolving fund” 
that would scatter blessings round and round 
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without ever being exhausted. Here are two 
extracts from other speakers: 


This bill offers an opportunity to break away from 
the old and established order of money distribution. 
* * * It will cost a great deal of money, in a sense, 
for you can not pay pensions unless you have the 
money with which to pay them. The money, though, 
becomes a sort of revolving fund, and the main thing 
about it is that it is put into circulation, and the people 
that contribute to the fund get it back in the way of 
increases in business, or rather they have a chance to 
get it back that way. 

- * s 


It means that we are force-feeding into the channels 
of national business the red corpuscles of new pur- 
chasing power, the paucity of which has precipitated 
America into the economic depression of 1929 and 
following. * * * It will spread more equitably some of 
the wealth of America. 

The idea of “force-feeding” strikingly illus- 
trates the contribution taxpayers would make 
to the plan. 


Reducing Purchasing Power 


The speeches all stressed the buying power 
of the pensions in the hands of the pensioners, 
but not one took any account of the effect on 
the brying power of the taxpayers, who would 
include the entire spending population. The 
taxpayers would lose the buying power force- 
fed to the pensioners, and, in addition, pay the 
operating costs of the entire tax-collecting and 
pension-paying system! 

One of the common criticisms of the eco- 
nomic system in the past has been that of hav- 
ing too many “middlemen,” “non-producers,” 
“parasites,” etc., “living off the producers.” 
This has the merit of recognizing that social 
welfare is served by producing and conserving 
wealth, and not by useless spending. A well- 
conceived old age pension system is a humane 
and worthy extension of the social organiza- 
tion, but it does not create wealth or new 
purchasing power. Pensions are paid out of 
present income for past services. 


One of the explicit conditions of the Town- 
send plan is that a pensioner shall not engage 
in any “gainful occupation,” and another is that 
he shall spend all of each payment within a 
month. These conditions forbid any part of 
a pension to be used productively. Both are 
economically and morally unsound, for no one 
should be barred from useful activities at the 
age of sixty. They are based on the twin 
fallacies that the amount of work to be done is 
limited and that savings are a drag upon the 
economic system, instead of an aid to it. 


The Source of Purchasing Power 


The keynote of the speeches was need for 
more “purchasing power,” and the single 
thought was of money, as though money, of 
itself, was the well-spring supplying all wants. 
Everyone knows that the source of his own 
purchasing power is not money, but the job 
to which he is attached — be it a seat in Con- 
gress or the driver’s seat on a truck — or some- 
thing he has for sale, as a crop he has raised, 


or his skill in a trade. Money is useful to buy 
things with, as a taxi is useful to go places in, 
but either is only a means to an end. Nobody 
gets money lawfully without giving something 
for it, and the original something is the source 
of purchasing power. 

Schemes for systems that would make money 
easy to get, or for getting money without 
giving something for it, are the most prolific 
sources of trouble known to the business 
world. The only real purchasing power in the 
markets is that of the goods and services 
offered there. For proof of this ask the mer- 
chants of a farming region that has lost its 
crop, or inquire about a former mining district 
whose mines have been worked out. 

The idea that money is purchasing power 
in itself has come down from times when 
metallic money had supplanted barter. In the 
United States today 90 per cent of all trade 
settles itself through banks and clearing houses, 
and an actual scarcity of money is unknown. 
Currency in circulation is 50 per cent larger 
than in 1929, and demand bank deposits are 
40 per cent larger, but the fallacy that there 
is not enough money persists, and adds to the 
uncertainties that delay recovery. 

Economic authorities have long agreed that 
the fundamental principle of the economic 
system is the exchange of services. Men early 
learned that most of them could do some 
things better than others, and that if they 
divided the work and exchanged services all 
would have more. As men learned about the 
products of others and how to make tools, 
production and trade increased until the whole 
world was exchanging services. 

Unfortunately, there is something obscure 
about this “exchange of services,” and the way 
it is done. Stubborn people insist that because 
money has purchasing power, the more money 
there is the more purchasing power there must 
be. Professor F. W. Taussig, of Harvard Uni- 
versity, author of textbooks on economics, has 
described the exchange of services and use 
of money in simple language, as follows: 

Exchange takes place by first selling goods for 
money and then buying with the money the other goods 
and services wanted. The fundamental fact of ex- 
chanse is obscured by the very mechanism which so 
perfectly facilitates it. 

In other words, the products and services 
moving in trade in reality pay for each other. 
It is evident, however, that unless offered in 
right relations to each other, as to quantities 
and prices, the exchanges will slow down in 
disorder, as witnessed within the last two 
years. 

Another authority, Professor Richard T. Ely, 
long head of the Department of Economics, 
University of Wisconsin, and author of eco- 
nomic text-books, has said: 


Unemployment is the result of faulty distribution 
of the working forces, or of some maladjustment of 
relations which prevents the ready exchange of prod- 
ucts and services. 





The. highly organized, interdependent, eco- 
nomic system is very efficient when all parts 
are working together harmoniously, but loses 
its efficiency rapidly when cooperation is lack- 
ing. Two propositions should be self-evident, 
viz: (1) Every group of the system buys the 
products of others by means of its own; and 
(2) Every group is as truly concerned in the 
buying power of the others as in its own, for 
unless the others buy its products, its products 
will not be sold. When this principle is ac- 
cepted strife will be lessened, and the unem- 
ployment problem will be nearer solution. 


Compulsion in the Economic System 


The “force-feeding” of purchasing power 
urged by advocates of the pension plan illus- 
trates a common misconception of the power 
of governments in the field of economics. The 
idea is that of compulsion. The impulse to 
compel others to do what we think they should 
do, or we want them to do, is very strong. 
There was a time when most of the work of 
the world was done by slaves, but gradually 
it was found that more would be accom- 
plished by inducing men to work of their own 
free wills, and the entire economic system was 
reorganized on this basis. Individual initia- 
tive produces better results than compulsory 
methods. Of late, however, a revulsion is in 
process, away from individual freedom and 
back to authority and force. The best explana- 
tion of the change is found in the disorders and 
confusion resulting from War. 


The economic and social justification for 
private rights in property has been that en- 
couragement is given to own property and to 
make it productive. It has been believed to 
be in the national interest to have private 
wealth increase, and believed also that the 
owners of wealth are more likely than office- 
holders to conserve and increase it. The sug- 
gestions for “force-feeding” bank deposits into 
“circulation” are examples of the tendency to 
extend “authority.” Heretofore, governmental 
regulation of banks has been directed to the 
protection of depositors and stockholders, but 
the new idea is to make the lending of private 
capital a public function. 


The new proposals for regulating prices and 
wages illustrate the tendency. Testimony be- 
fore the Temporary National Economic Com- 
mittee has dwelt upon the gain to purchasing 
power that might result from an increase of 
$2.00 per day in the average vom of all em- 
ployes receiving less than $1,250 per year. 
The figures were large, but not nearly so large 
as corresponding figures would have been for 
any year prior to 1914. If the speaker had com- 
pared wage-rates with the national income 
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from as far back as records run, the result 
would have shown that the national purchasing 
power depends upon the productive capacity of 
the industries, and that wages have kept pace 
with it. Wages naturally are related to the 
values produced, and certainly cannot exceed 
them for long. 

This testimony before the TNEC has been 
used to justify the wage and hour law and the 
fixing of minimum prices for certain com- 
modities, but market prices cannot exceed the 
ability and willingness of the public to pay. 
Moreover, prices of different products and 
services are related, costs and prices are chang- 
ing constantly, and buyers like to shop around 
for the latest and best bargains. The outstand- 
ing fact is that the public buys what it likes 
when it can afford to, and not otherwise. Mini- 
mum wages and minimum prices tend to have 
only negative effects. They may forbid em- 
ployment at a lower wage, or sales at a lower 
price, than the minimum named; but they 
cannot assure employment or a sale at or 
above the minimum. It is an empty victory to 
either wage-earner or farmer to be denied the 
right to accept a wage or price that he would 
choose to accept in preference to the loss of a 
job or a sale. The legal minimum is an iron 
bar that disregards individual capabilities, in- 
dividual circumstances, and individual choice 
in personal affairs. It frequently reduces the 
total of employment and purchasing power. 
The reasoning is that of the Townsend plan in 
forbidding a pensioner to engage in any “gain- 
ful occupation.” It ignores the obligation that 
every citizen shall contribute to the national 
income at least to the extent of contributing 
something to his own support. 

The President has said that the only way to 
overcome the depression is by increasing the 
national income, and has set $80,000,000,000 
per year as the immediate goal. Secretary 
Wallace, looking ahead, has moved the goal up 
to $100,000,000,000 per year. They mean, of 
course, that the value produced by the economic 
system should be increased to these amounts 
by an increased production of the goods and 
services that make the standard of living. This 
is wholly desirable, but can be accomplished 
only by increasing the efficiency of the pro- 
ductive system. Restrictive regulation of 
wages and prices lowers efficiency and lessens 
production; aiming to raise wages at the ex- 
pense of employers, actually raises prices at 
the expense of consumers, and by reducing the 
latter’s purchasing power tends to throw wage- 
workers out of employment. Thus it may 
obstruct the desired increase of the national 
income. 
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